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THE HON. BRIAN CHARLTON, MINISTER 
MINISTRY OF FINANGIALINSTITUTIONS 
STH FLOOR, S555 YONGE STREET, TORONTO, ONTARIO 


DEAR MR. MINISTER: 


I am pleased to submit the Annual Report of the Ontario Securities Commission for the fiscal year ended March 31, 1992. 


During the past fiscal year, there have been a number of important changes in our personnel and we have made progress in a number 


of administrative and regulatory initiatives. Many of these will be discussed in the sections of the report which follow. Some, however, 
| would like to mention. 


There have been significant changes in the composition of the Commission tribunal during the past fiscal year. Charles Salter, who 
served with distinction for many years as Director and as Vice-Chairman, resigned on November 1, 1991, due to ill health. Charles 
died in January of this year. His contribution to the Commission is well-known. He provided constant support and wise advice 
to me. His wit, judgment and compassion will be missed by all those who worked with him. Joan Smart, formerly the Director 
of the Capital Markets Branch, was appointed as a Vice-Chair effective November 1, 1991. Vice-Chairman William Moull resigned 
from the Commission in February 1992. Glorianne Stromberg was appointed a Commissioner, and Commissioners Paul Waitzer 


and Jack Blain were reappointed to further three-year terms. Martin Friedland resigned from the Commission in October 1991. 


Significant changes at the senior staff level have occurred as well. Joseph Oliver was appointed as Executive Director at the beginning 
of the fiscal year. Don Page became the OSC’s first Chief of Compliance in November 1991. We consider the establishment of this 
position as a very important step which will help us to discharge our responsibilities. Both Mr. Oliver and Mr. Page were senior execu- 
tives in the securities industry prior to joining the OSC, and they bring a valuable perspective and insight to our work. Pamela Hughes 
assumed the position of Director of Capital Markets, adding these responsibilities to her role as Director of International Markets. 
Justin Connidis, who joined the Commission in March 1990, as General Counsel, returned to private practice in October 1991. We 
also reorganized the Office of the General Counsel during the fiscal year,.and Leslie Milrod became Director in November 1991. 


Jonathan Lampe was appointed General Counsel in February 1992. 


To those who have left, I would like to express my appreciation for their contribution to the Commission. To those who have arrived, 


[ look forward to working with them. They will find the OSC to be an interesting and challenging place in which to use their talents. 


The work of the Commission is reflected in the reports which follow. Rather than following the past practice and summarizing or 


highlighting these, I would like to draw your attention to three important areas which will be at the forefront of the Commission’s 


work during the next fiscal period. 


The Commission will have to consider the impact of federal financial reform on securities regulation, both domestically and interna- 
tionally. From the period preceding 1987 when virtually all securities activities were regulated by provincial regulatory agencies, the 
fact of federal financial reform has led to a blurring of the lines of responsibility. While we have had good working relationships 
with federal regulators, without even better coordination and cooperation there is a real risk that effective securities regulation will be 
adversely affected by the moves which the federal government has initiated. As well, we will be consulting with your Ministry to assist 
in determining the appropriate position for us to take on a number of issues involving our relationship with federal and other 


provincial regulators. I expect that the effort to settle the appropriate form of regulation and to coordinate it properly with other 


regulators will constitute a major part of the Commission’s work during the coming months. 


Another aspect of our work which makes increasing demands upon our time and resources is our involvement in international 
regulatory matters. The internationalization and globalization of financial markets makes it imperative that we be involved. 
These issues have implications for all aspects of our responsibilities — from enforcement to corporate finance to capital 
markets. This Commission was a founding member of the International Organization of Securities Commissions (“IOSCO”) and 
has been very active in its work. We have been encouraged by other regulators to become more involved. We participate in committees 
and working groups at all levels of IOSCO, As well, we have actively participated in training programs involving jurisdictions 
which serve developing securities markets. During the course of the last few months, we have had regulators from Costa Rica, 
Chile, India, Trinidad-Tobago and Thailand at the Commission for extended periods of time engaged in training exercises. 
I expect that we will be asked to increase this activity, which entails considerable cost in terms of time and money. Apart from any 
question of our obligations to these developing markets, if we are to maintain our position as a leading member of the regulatory 


community, this kind of activity should be encouraged. 


One issue relating to our direct regulatory responsibilities is a continuing concern with respect to what we refer to as “related party 
transactions”. As you are aware, a number of problems were addressed in our Policy 9.1, the most important policy initiative of the 
Commission in a number of years. The Commission has received a number of representations that existing reporting requirements 
are insufficient to enable investors to fully understand the business affairs of related parties. As a result the Commission is publishing 
for comment a paper asking for the views of interested parties with respect to this important issue. I expect that this initiative will in 
itself be controversial and will raise concerns among certain issuers and their advisers. In the event that we determine that it is 
appropriate for us to take action, we may do so either by means of issuing a policy statement or making a request to the government 
for amendments to present legislation or regulation. This will be an important and controversial matter which will focus attention on 


the Commission and its responsibility for regulating the capital markets. 


I would like to express my appreciation for the support which I have received from your Ministry and you personally in a number 
of important areas. The acceptance of our fee proposal was an important step forward in making the Commission by and large a self- 
financing agency of the government. We also have received support for our efforts to rationalize various employment matters and to 
improve working conditions at the Commission. While much has been accomplished, much remains to be done to rationalize the 


management capabilities of the Commission. The effort to complete the process will occupy much of my time in the coming year. 


Last year, in my report to you, I concluded with the following statement: “I want to thank the staff of the Commission for their 
hard work and support over the last twelve months. In my view, we have an effective and hard-working organization, maturing 
in experience and providing fair, effective, forward-looking regulation, and making a substantial contribution to the considerable 


reputation which Ontario enjoys in the international financial community.” 


These comments are certainly equally applicable today. I am proud of the Commission and its staff, and I believe that you can be 


as well. 


YOURS SINCERELY, 


~ 
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ROBERT J. WRIGHT 


ROBERT J. WRIGHT, Q.C. 
a former senior partner with the law firm of Lang, Michener, Lawrence & Shaw, practised corporate and securities law and lectured 
at Ospoode Hall Law School of York University. He was appointed a Commissioner in June 1989 and was appointed Chairman in 


September 1989. 


CHARLES R. B. SALTER, Q.C. 
held several senior appointments with the Government of Ontario prior to his appointment as Vice-Chairman in 1984. He served as 
Director of the Commission from 1975 to 1984. Mr. Salter resigned as Vice-Chairman in November 1991 due to illness. He passed 


away in January 1992. 


JOAN C. SMART 
was appointed a Vice-Chair of the Commission in November 1991. Prior to her appointment, she served as Director of the OSC’s 


Capital Markets Branch. 


WILLIAM D. MOULL 
is a memiber of the Ontario Bar and was a member of the faculty of Osgoode Hall Law School of York University from 1979 to 1987. 


He has written extensively on commercial and constitutional law matters. He was first appointed to the Commission in January 1989 


and was appointed Vice-Chairman in June 1990. Mr. Moull resigned from the Commission in February 1992. 


JALYNN H. BENNETT 


is President of Jalynn H. Bennett Associates Ltd., a consulting firm specializing in strategic planning and organizational development. 
Ms. Bennett has a degree in economics and political science from the University of Toronto, and has extensive experience related to 
the Canadian capital markets, macro-economic trade and regulatory reform. She is past director of the Toronto Society of Financial 
Analysts and past chairperson of its Public Affairs Committee. She also serves on the boards of directors for Trent ‘University, the 
‘Canadian Journalism Foundation, the Canadian Chamber of Commerce, the Laidlaw Foundation, the Young Naturalists Foundation, 


St. Marys Cement Corp., the Bank of Canada and the Ontario Teachers’ Pension Plan. 


JACK W. BLAIN, Q.C. 


a retired partner in the law firm McCarthy Tétrault, practised corporate and securities law and lectured at the University of Toronto 


Law School prior to his retirement. He has been a member of the Commission since 1983. 


MARTIN FRIEDLAND, O.C., Q.C. 


is currently a professor of law at the University of Toronto where he was dean from 1972 to 1979. He was a member of the secretariat 
to the Attorney General’s Committee on Securities Legislation (1963-65) and Chairman of the Ontario Task Force on Inflation 


Protection for Employment Pension Plans (1987-88). Mr. Friedland resigned from the Commission in November 1991. 


LEA B. HANSEN 


is a financial analyst who worked as a securities analyst specializing in the communications and media sector. Lea Hansen served as 
a director of the Toronto Society of Financial Analysts from 1981 to 1984 prior to assuming the position of president in 1984. She is 


currently a member of the Board of Governors of the Association for Investment Management and Research. 


DEAN C. KITTS, Q.C. 


is a member of the Ontario Bar and served as Vice-President and General Counsel of John Labatt Limited until his retirement in 


July 1990. He was appointed a Commissioner in June 1990. 


DAVID T. COC. MOORE 


retired as Executive Vice-President of ScotiaMcLeod Inc. in 1990. Mr. Moore was also a Governor of the Canadian Securities Institute 
and the Toronto Stock Exchange, and chaired the joint industry committee on public ownership of Canadian securities firms. 
Mr. Moore is a member of the board of directors of Trent University, a trustee emeritus of Sunnybrook Medical Centre, and president 


of Second Harvest Food Committee. 


GLORIANNE F. STROMBERG 


practised corporate and securities law prior to being appointed to the Commission in 1991. Ms. Stromberg served as a member of 
the OSC’s Securities Advisory Committee from 1985 to 1990. 


PAUL L. WAITZER 


is a former Governor of the TSE and a former Chairman of the National Contingency Fund. He has also served as President and Chief 


Executive Officer of a multi-branch investment firm and is President of a private investment and development company. 


SEYMOUR L. WIGLE, F.C.A. 


is a former partner of Price Waterhouse, Chartered Accountants, and was Director, Technical Services, at the time of his retirement 


in 1986. He is a past president of the Institute of Chartered Accountants of Ontario. 
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MANDATE, 


THE MANDATE OF THE osc 


The OSC has administrative responsibility for the Securities 
Act, the Commodity Futures Act and the Deposits Regulation 


Act, as well as certain provisions of the Ontario Business 
Corporations Act. The bulk of the OSC’s day-to-day opera- 


tions centre round the administration and enforcement of the 


Securities Act and the Commodity Futures Act. 


Securities regulation in Ontario involves three principal areas 


of activity: 


j 


bo 


. Licensing and registration of persons and firms trading in 


securities and commodity futures contracts; 


The Securities Act and the Commodity Futures Act require 
competency and integrity of registrants. In the case of firms, 
the legislation is concerned with financial stability and ad- 


equate supervision of individuals. 


. Review of prospectuses and other disclosure documents; 


As a general rule, no person may sell new securities to the 
public unless a prospectus, containing full, true and plain 


disclosure, is filed with the OSC and provided to purchasers. 


. Enforcement of the Securities Act and Commodity Futures 


Act, 


Staff investigate suspected violations of the legislation and 
in appropriate cases recommend either administrative pro- 
ceedings before the Commission or prosecution under the 
relevant Act or the Criminal Code. Staff also supervise the 
filing of financial statements, insider trading reports and 


other disclosure material. 


THE OSC AND ITS POWERS 


The OSC has the power to: 


« 


investigate; 

suspend, cancel or impose terms on registration, or reprimand 
registrants; 

grant or deny exemptions from provisions concerning pros- 
pectuses, registration, take-over bids or issuer bids; 
cease-trade any security; 

freeze funds or apply to court for the appointment of receivers; 


order audits of registrants, reporting issuers, mutual fund 


custodians and clearing houses of commodity futures and 
stock exchanges; 


POWERS 


AND 


- grant relief from financial reporting requirements; and 

- grant relief from proxy solicitation and insider reporting 
requirements. 

The OSC is empowered to grant official recognition to Self- 

Regulatory Organizations. SROs impose financial and trading 

rules on their members which are enforced through indepen- 

dent audit and compliance checks. The OSC reviews those 


rules and hears appeals from decisions of the SROs. 


THE STRUCTURE 
OF THE OSC 
The OSC is a Schedule I regulatory agency of the Government 
of Ontario. The Minister of Financial Institutions answers for 
the OSC in the Legislature and presents OSC financial estimates 


as part of the Ministry of Financial Institutions’ estimates. 


THE COMMISSION 


The OSC is composed of two distinct parts. The first part is an 
autonomous statutory tribunal — the Commission — appointed 
by Order-in-Council and composed of a full-time Chair, and 
not more than ten or less than eight other members, of whom 
two may be designated by Order-in-Council as Vice-Chairs. 
There are at present one full-time Vice-Chair and eight part- 
time Commissioners. Commissioners are drawn from various 
fields related to the securities and commodity futures industries, 
and include lawyers, accountants, securities analysts, dealers and 
investors. The Commission formulates policy, sits as an admin- 
istrative tribunal in hearings, acts as an appeal body from 
decisions made by the Executive Director and staff, hears 
appeals from decisions of the Toronto Stock Exchange 
(“TSE”) and the Toronto Futures Exchange (“TFE”) and 
makes recommendations to the government for changes in 
legislation. Two members constitute a quorum. The Com- 
mission holds regular policy meetings, and also convenes in 


panels for administrative hearings. 


The Office of the Secretary provides support to the Commission 
meetings and hearings, receives and coordinates the processing 
of applications to the OSC, publishes the weekly OSC Bulletin, 
coordinates corporate communications, provides library ser- 
vices and coordinates meetings of the Canadian Securities 
Administrators (“CSA”). (The CSA is an association of the 
securities administrators for each of the provinces and terri- 
tories in Canada, which seeks to achieve uniformity in legisla- 


tion and policies.) 
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OF THE COMMISSION 
The second part of the Commission is an administrative agency 
composed of more than 230 lawyers, accountants, investigators, 
managers and support staff. The Chair of the Commission is its 
Chief Executive Officer. The Executive Director is the OSC’s 
Chief Operating and Administrative Officer and is responsible 
for staff and for the day-to-day activities of the seven operating 
departments of the OSC — the Corporate Finance Branch, 
Capital Markets/International Markets Branch, the Office 
of the Chief of Compliance, the Enforcement Branch, the 
Offices of the Chief Accountant and the General Counsel, 
and the Administrative and Systems Services Branch. The 
Executive Director also participates actively in policy 


development. 


The Corporate Finance Branch regulates the distribution of 
securities in Ontario by prospectus and private placement, 
monitors compliance with the continuous and other disclosure 
obligations of issuers, and regulates many aspects of the mutual 
fund industry. The branch reviews prospectuses and other dis- 
closure documents to ensure that the information appears com- 
plete and that the offering appears to be not contrary to the public 
interest. The branch also reviews and makes recommendations 
to the Commission with respect to applications for exemption 
from certain requirements of the Securities Act, Regulation and 
policy statements. Policy development remains an important 


aspect of the work of the branch. 


The Capital Markets/International Markets Branch regulates 
participants in the securities and derivatives industry and iden- 
tifies and responds to developments in the capital markets. The 
Legal and Policy Section provides advice to the branch and the 
Commission. The Registration Section is responsible for the 
initial and ongoing registration of companies and individuals 
carrying on securities and derivatives activities as dealers, 
advisers, floor traders or underwriters in Ontario. The Deriva- 
tives Section administers the Commodity Futures Act and 
Regulations and the Recognized Options Rationalization 
Order. The International Markets Branch develops policy 
on international and interjurisdictional securities matters, 
and undertakes special projects. The branch also participates 
in the review of prospectuses, rights offering circulars and 


applications made by foreign issuers. 


SECURITIES 


COMMISSION 


The Office of the Chief of Compliance, which was created 
in 1991 and therefore is the Commission’s newest branch, 


coordinates and supervises the financial surveillance and the 


- compliance activities of SRO member firms, non-SRO regis- 


trants, the Canadian Investment Protection Fund (“CIPE”), 
the TSE, the Investment Dealers Association of Canada 
(“IDA”) and the Canadian Depository for Securities Limited 
(“CDS”). The office conducts field reviews of registrants, with 
particular emphasis on the segregation of client assets, the 
reporting of trades, capital adequacy and the supervision of 


sales and client activities. 


The Enforcement Branch, the largest branch of the OSC, inves- 
tigates complaints concerning commodities and securities mat- 
ters and monitors trading in securities. The Investigation and 
Enforcement Section investigates possible violations of statutes 
administered by the Commission, and undertakes administra- 
tive proceedings before the Commission and the Courts. The 
Enforcement Inquiries Section receives and reviews all com- 
plaints and enforcement-related inquiries from the public. The 


Market Surveillance — Insider Trading Section is responsible 


for the surveillance of the trading of shares of reporting issuers 


and the processing of insider reports filed with the Commission. 


The Chief Accountant formulates financial reporting policy and 
resolves questions of interpretation and application of account- 
ing principles and auditing standards. The Office of the Chief 
Accountant (“OCA”) advises staff and the Commission on ac- 
counting and auditing matters. The OCA monitors the quality 
of financial reporting by issuers and provides input to the Ca- 
nadian Institute of Chartered Accountants (“CICA”) in respect 
of the CICA’s accounting and auditing standard setting func- 
tions. 

The Office of the General Counsel (“OGC”) advises staff on the 
interpretation of the legislation, regulation and policies admin- 
istered by the Commission. The OGC reviews applications to 
the Executive Director and the Commission for relief from 
take-over bid legislation, related regulations and policy 
statements, and participates in policy initiatives of the 
Commission. The OGC is involved in hearings relating to 


take-over bids and other securities law issues. 


The Administrative and Systems Services Branch provides 
administrative and systems services to support the operations 
of the OSC. 


ME 


It has been a year since I assumed responsibilities as Executive 
Diectds of the OSC, and I would like to express my 
appreciation to the staff for their dedication and contribution 
during a period of significant innovation. Securities regulators 
are charged with pursuing the dual mandate of investor 
protection on the one hand and efficiency and com- 
petitiveness of the capital markets on the other. Our 
obligation is to bring professional judgment to bear on the 
challenging task of balancing these sometimes conflicting 
objectives, and doing so in the public interest. As securities 
markets become increasingly complex, sophisticated and 
internationally competitive, it is critically important that 
regulation in Ontario, and indeed Canada, maintain its 
reputation for fairness and efficiency. This has been the goal 


of policy development and implementation. 


A number of organizational and staffing changes over the past 
year have enhanced the ability of the OSC to act as an efficient 
and responsive government agency. At the senior staff level, 
Don Page was appointed the OSC’s first Chief of Compli- 
ance, with responsibility for monitoring industry compliance 
with securities rules aimed at investor protection. Pam 
Hughes was appointed Director of the recently merged 
Capital Markets/International Markets Branch. Justin 
Connidis returned to private practice after seventeen months 
of service as General Counsel. Leslie Milrod was appointed 
Director of the Office of the General Counsel and Jonathan 
Lampe joined the OSC as General Counsel. The manage- 
ment team of the OSC continues to contribute extensive 
professional experience and knowledge of the securities 


industry to its regulatory responsibilities. 


The important organizational changes that have been put in 
place at the OSC include the development and implemen- 
tation by each of the branches of a detailed operational review 
as part of the strategic planning initiative. Also, the long 
awaited office renovation and move have been completed, 


improving morale and the work environment at the OSC. 


Last year, an extensive Strategic Plan was completed, which 
defined the goals, strategies and priorities of the OSC and each 
of its branches. The plan, coupled with newly emerging re- 
quirements of the capital markets, continues to define the 


policy direction of the staff. 


An intensive internal audit was recently completed by the 
Ministry, covering all aspects of the operation of the OSC. It 
represented a very useful exercise in achieving greater dis- 
cipline in our approach to our responsibilities. The results were 


quite complimentary of the operations and management of 
the Commission. 


SSAGE OF THE EXECUTIVE DIRECTOR 


In addition to the priorities defined by the Strategic Plan and 
the market place, the Commission responded to certain govern- 
ment initiatives, in particular the investor and worker owner- 
ship proposal. This proposal drew heavily on staff resources 
and raised fundamental questions about an appropriate 


balance between conflicting public policy objectives. 


From a policy perspective, OSC Policy Statement No. 9.1, the 
proposed amendments to the enforcement provisions of the 


Securities Act, the revisions to the prompt offering qualification 


. system rules, a liberalization of the rules relating to mutual 


funds, the proposed disclosure regime with respect to executive 
compensation and the review of national policies relating to 
accounting, financial reporting and the implementation of 
the multi-jurisdictional disclosure system with the United 
States are examples of the balanced approach to regulation 


which the OSC has pursued over the past year. 


Of interest as well is the Commission’s recognition of the utility 
of brief and communicative disclosure in the form of a sum- 
mary prospectus in the Spruce Falls decision. Increasingly, the 
prevalence of long, complex and forbidding prospectuses is 
being viewed as an investor protection problem by regulators 
in North America. However, creativity and persistence will be 
needed before plain language disclosure documents become 


widespread in the securities industry generally. 


This year, we will also be dealing with a number of important 
issues relating to the capital markets, including bought deals, 
soft dollars, international financings, related party reporting, 
matters regarding self-regulation of industry participants 
and the involvement of financial institutions in securities 


activities. 


Securities markets are primarily national and international 
rather than inter-provincial, and so we will continue to work 
with the CSA to harmonize rules among the provinces and 
with IOSCO and the North American Securities Administra- 
tors Association to represent the interests of investors and 


industry participants in global markets. 


The goals of effective securities regulation cannot be achieved 
solely by regulators, no matter how experienced and well moti- 
vated. They require the constructive contribution of all partici- 
pants in the securities industry. We welcome the public’s con- 
tinued involvement and interest in the work of the Commission 


and the goal of a fair and efficient capital market. 


GCORPORATE FI 


The Corporate Finance Branch comprises the Corporate 
Finance and Continuous Disclosure sections. The respon- 
sibilities of the Corporate Finance Branch include the 
following: 


+ regulating the distribution of securities in Ontario, whether by 
way of prospectus or private placement; 


* regulating many aspects of the mutual fund industry; and 


* supervising compliance with continuous.and other disclosure 
obligations of securities issuers. 


CORPORATE 
FINANCE SECTION 


The Corporate Finance Section has a number of functions, 


including: 


the review of initial annual information forms filed by issuers 
that wish to qualify to use the prompt offering qualification 
system; 

* the review of prospectuses and issuing prospectus receipts; 


* the review of applications for exemption from prospectus, 
financial reporting and various other requirements of the 
Securities Act and Regulation and applicable policy state- 
ments; 


* the review of rights offering circulars; 


* the review of requests for consent to release from or transfer 


within escrow; and 


* the development of policy statements relating to the distribu- 
tion of securities, disclosure requirements and the operation 
of mutual funds. 


Statistics regarding the filings accepted by the Corporate Finance 


Section during the past fiscal year are set out in the table to the 


right: 
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PROSPECTUSES, 1992 1eo 7) 
(INCL. SHORT FORM PROSPECTUSES) N.O. $(MIL), NO. S(MIL),, 
TYPE OF OFFERING 
INDUSTRIAL COMPANY 160 15,234 94 9,344 
FINANGE COMPANY 3 5,150 aT 6145 
BANK 18 Soul 10 1,825 
NATURAL RESOURCE — 
MINING: JUNIOR 15 6 13 24 
MINING: OTHER VEZ, 191 aa 409 
OIL & GAS: JUNIOR uy =) Oo a) 
OIL & GAS: OTHER 31 2,096 26 497 
TRUST COMPANY Z 600 4 475 
REAL ESTATE PROJECT 20 443 26 B00 
DERIVATIVE SECURITIES 1S} 265 6 270 
MISCELLANEOUS ine 263 10 98 
NON-REDEEMABLE FUND 2 50 1] Oo 
FILM 1 35 1 Wf 
MUTUAL FUND, Ved N/A 194 N/A 
SCHOLARSHIP PLAN 6 N/A 5 N/A 
SMALL BUSINESS 
DEVELOPMENT CORPORATION a Oo 2 10 
TOTAL : 496 2/055 425 14,374 
% CHANGE alt +92 
RIGHTS OFFERING CIRCULARS 40 N/A 30 N/A 
INITIAL ANNUAL INFORMATION 
FORMS 3 41 N/A 22 N/A 
PROSPECTUS AMENDMENTS 19 N/A [6 N/A 
TRANSFERS WITHIN ESCROW 
AND RELEASES FROM ESCROW an N/A 136 N/A 
APPLICATIONS FOR 
EXEMPTIONS a25 N/A PAS ies N/A 
NOTES: 


1. The table does not include prospectuses which were withdrawn or for which the Director 


refused to issue a final receipt. 


2. The number of mutual fund prospectuses accepted does not represent the number of 
mutual funds as in most cases a prospectus qualifies more than one mutual fund. 


3. The dollar figure for prospectus filings represents the maximum aggregate offering 
price of the securities offered and does not represent the actual value of the securities 
distributed. 


4. The dollar figure for prospectus filings includes $8,481 million registered under the shelf 
procedures set out in National Policy Statement No. 44 (“N.P. 44”). Of this amount, 
$844 million of securities were distributed in Ontario under N.P. 44. 


In the 1992 fiscal year the level of financing increased signifi- 
cantly from the 1991 fiscal year with the number of prospec- 
tus filings increasing by 17 per cent. Equity offerings account- 


ed for 52 per cent of the value of all prospectus offerings ex- 


cluding films, mutual funds, scholarship plans, real estate’ 


projects and derivative securities. This percentage of equity of- 
ferings compares to 38 per cent in the prior fiscal year reflecting 
the more active equity markets. While short form prospectus 
offerings accounted for only 24 per cent of all prospectus offer- 
ings by number, they accounted for 79 per cent and 97 per cent 
of equity and debt offerings, respectively, based on the value 


of prospectus financings. 


During the twelve month period ended March 31, 1992, there 
was a significant increase in the number of filings of derivative 
securities. While staff reviewed and commented on these offer- 
ings, many of which raised complex regulatory issues, the ma- 


jority of such offerings were ultimately withdrawn or closed. 


As well, staff of the Corporate Finance Branch participated in 
many policy initiatives. Following is a brief summary of certain 


of these initiatives. 


In conjunction with the CSA Mutual Fund Committee, staff 
drafted an amendment to section 16 of National Policy State- 
ment No. 39 regarding mutual fund sales communications. The 
draft amendment was published for comment in June 1991. 
The principal thrust of the draft amendment was to standardize 
the method of calculating performance data of mutual funds 
and the time periods for which such data must be calculated. 
The draft amendment reflected the CSA’s recognition that a 
complete prohibition on the use of comparative performance 
data was more restrictive than necessary by allowing compara- 
tive performance data for mutual funds with similar investment 
objectives. Finally, the draft amendment also restricted refer- 
ences to “no-load” funds and similar terms and set out criteria 
that a mutual fund must satisfy in order to utilize the term 
“money market fund” in sales communications. Staff reviewed 
extensive comments on the draft amendment and substantial 
progress was made in completing the final form of the amend- 
ment in fiscal 1992. In June 1992 a final form of amendment 


was published after CSA approval. 


Staff developed a CSA notice concerning mutual fund sales 
incentives which responded to a report prepared by The Invest- 


ment Funds Institute of Canada entitled “Recommendations 


Concerning the Use of Incentives in the Sale of Mutual Funds”. 
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The notice indicated that the CSA accepted the report’s recom- 
mendation concerning sales incentive conferences and noted the 


balance of the recommendations pending further consideration. 


‘The notice was published in November 1991. 


Staff participated with the CSA Corporate Finance Committee 
in the development of Draft National Policy Statement No. 47 
on the Prompt Offering Qualification System. Draft National 
Policy Statement No. 47 is intended to increase the efficiency of 
the Canadian capital markets for companies qualifying to use the 
prompt offering qualification system. This draft policy was pub- 


lished for comment in December 1991. 


Staff, in conjunction with the CSA Corporate Finance Com- 
mittee, drafted Draft National Policy Statement No. 46 — 
Index and Commodity Warrants, which was published for 
comment in March 1992. The draft policy prescribes pros- 
pectus, continuous disclosure, trading and sales requirements 
based on the unique attributes of index and commodity 
warrants and the speculative nature of certain of these 
warrants. It is an objective of the draft policy to increase the 
efficiency with which issuers may access public markets 
through standardizing prospectus disclosure requirements 
and providing confidential and expedited review procedures 


in certain circumstances. 


Staff collaborated with the International Markets Branch on a 
number of projects. The two branches finalized amendments 
to OSC Policy Statements Nos. 5.1 and 5.6. The amendments 
related to: (i) non-fixed price offerings of non-convertible 
debt securities and preferred shares; (ii) prospectus disclosure 
for business acquisitions and combinations; (iii) requirements 
for international offerings where a portion of such offerings 
are distributed in Ontario; (iv) trading by issuers, underwriters 
and certain other parties during prospectus distributions; 
and (v) price reductions during the course of distribution 
from the initial public offering price in the final short form 
prospectus. The amendments were published in the summer 
and fall of 1991. 


Staff also collaborated with the Capital Markets Branch in devel- 
oping draft amendments to National Policy Statement No. 39 
dealing with the ability of mutual funds to utilize derivative 
securities for hedging and investment purposes. These draft 


amendments were published for comment in May 1992. 


CONTINUOUS 
DISCLOSURE SECTION 


The Continuous Disclosure Section has a number of functions, 

including: ; 

* filing all continuous disclosure materials, take-over and 
issuer bid circulars, reports required to be filed in con- 


nection with the use of various exemptions from prospectus 
requirements and numerous other documents; 


ensuring such filings are appropriately reported in the OSC 
Bulletin and made available through the Commission’s public 
file system; 


monitoring the Commission’s list of reporting issuers, default- 
ing reporting issuers and cease-trade orders; and 


recommending the imposition of cease-trade orders against 
reporting issuers which fail to file their financial statements in 
a timely fashion. 


Selected statistics regarding the activities of the Continuous 


Disclosure Section during the past fiscal year are set out in the 


table below: 


FISCAL YEAR ENDED MARCH 31 
TYPE OF DOCUMENT 1992 ion 


(BY NUMBER EXCEPT AS INDICATED) 


RECEIVED 








FINANCIAL STATEMENTS TG sel 2,071 
MATERIAL CHANGE REPORTS Wears 1,441 
INFORMATION CIRCULARS 2,893 2,294 





PROSPECTUS EXEMPT FINANGINGS' 
(BY AGGREGATE OFFERING PRICE IN $(MIL)) 














DEBT 4,023 4,562 
% CHANGE a ier 
EQUITY S72 '> 4,790 
% CHANGE aed es) 








ISSUED OR RECOMMENDED 





GERTIFICATES GRO NO DEFAULT” 353 420 





CEASE-TRADE ORDERS 141 145 





NOTE: 


1. Private placements by Ontario issuers and to Ontario residents by 
non-Ontario issuers as disclosed in Form 20s. 


As of March 31, 1992, there were 3,541 reporting issuers which 


represented an incease of 1 per cent from March 31, 1991. 
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CAPITAL MARKETS BRANCH 
The Capital Markets Branch is responsible for the regulation 
of capital market participants. This includes overseeing the 
activities of SROs such as the TSE, TFE and the IDA and 
monitoring and responding to developments in the capital 
markets. The Capital Markets Branch consists of three sec- 
tions: the Legal and Policy Section, the Registration 


Section and the Derivatives Section. 
During the fiscal year, the Capital Markets Branch was com- 


bined with the International Markets Branch under one 


director. 


LEGAL AND POLICY SECTION 
The Legal and Policy Section has a number of functions, includ- 
ing: 

* the review of changes to SRO by-laws, regulations and other 


rules; 


the review of applications for exemptions from registration, 
conflicts of interest and other matters; 


. 


the review of acquisitions of registrants; 


the review of networking proposals between registrants and 


financial institutions; 


° 


the review of market regulation and financial industry trends 
and developments, and the development of regulatory re- 


sponses; and 


the provision of legal and technical support to the Registration 
Section. 


Policy initiatives and other matters which the Legal and Policy 


Section has been working on during the fiscal year include: 


* issues arising from the “universal registration system” and 


from initiatives to rationalize the OSC’s registration forms 


and procedures; 


* conflict issues relating to principal trading between financial 


institution-sponsored mutual funds and related entities; 
* issues relating to dual-licensing and part-time employment; 
* participation in a hearing relating to a proposed community 
and employee buy-out of a financially-troubled company 


which was the community’s major employer, in which ques- 


tions relating to the application of the “know your client” and 
suitability rules were considered; 


* participation in a hearing relating to the obligation of a 
non-profit association to register as a dealer in connection 
with a low-cost dividend reinvestment program to be offered 
to the association’s members, and relating to whether the 
freedom of expression guarantee under the Charter of Rights 
and Freedoms was contravened in requiring adviser registra- 
tion of a magazine distributed to members of the associa- 


tion; and 


a review of issues relating to the regulation of inter-dealer bond 
broker systems, a review of IDA Regulation 2100 and By-law 
No. 36, and an ongoing initiative to expand access to bond- 


trading transaction information. 


REGISTRATION SECTION 


A major operational review of the Registration Section is being 


undertaken, and is of the highest priority to the Capital Markets 


Branch. The objective of the operational review is to streamline 


the registration process by clarifying or eliminating certain steps 
and reducing duplicative regulation. Some of the key elements 


of the operational review include: 


* The review of the registration forms under the Regulation. The 
existing forms do not capture all the information necessary to 
assess suitability for registration and considerable time is 
spent requesting and clarifying additional information. The 
Registration Section expects to maximize the efficiency and 
effectiveness of the registration process by revising the forms. 


The development of procedures for working more closely with 
staff of the TSE and the IDA in order that the pre-approval 
process for registration applications by members of those 
organizations can lead to more efficient processing by the 
Registration Section when those applications are received. 
The Registration Section is also discussing with IFIC the 
implementation of a pre-review process of registration of 
members of IFIC. 


* The development of standard processing guidelines. 


As well, various operational or organizational changes in the 
registration process have been introduced. As a result, the 


processing time of applications has decreased significantly. 
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REGISTRATION 
SECTION STATISTICS 


FISCAL YEAR ENDED MARGH 31 












































1992 1991 
BUSINESSES 
DEALERS — ALL CATEGORIES 593 602 
ADVISERS — ALL CATEGORIES 147 157 
DEALER AND ADVISER — 
DUAL REGISTRATION 35 37 
OTHERS — INGLUDES EXEMPT 
PURGHASERS, GOMMODITY 
FLOOR TRADERS AND 
COMPETITIVE OPTIONS TRADERS 173 163 
Ten ANe 948 959 
SECURITIES ACT — SA 857 869 
COMMODITY FUTURES ACT — CFA 64 64 
BOTH SA AND GFA 27 26 
BRANGH OFFICES 3,706 3,179 
SUB-BRANGH OFFICES 408 - 284 
INDIVIDUALS 
SALESPERSONS 16,062 14,163 
OFFICERS AND DIRECTORS 4,939 4,665 
SHAREHOLDERS 5,161 5,269 
TOTAL 26,162 24,097 


APPLICATIONS IN PROCESS 


FISCAL YEAR ENDED MARCH 31 














1992 Were 
NEW BUSINESSES =) 104 
SALESPERSONS e775 1,205 
OFFICERS AND DIRECTORS 537 515 
AMENDMENTS 260 402 
TOTAL 2521210 


MARKETS 
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DERIVATIVES SECTION 


In 1991, the Commodity Futures Section was reorganized and 
renamed the Derivatives Section in recognition of the emergence 
of many new derivative products and to ensure that these prod- 


ucts are reviewed and regulated in a timely and effective fashion. 


The Derivatives Section administers the Commodity Futures Act 
and Regulations and the Recognized Options Rationalization 
Order made pursuant to the Securities Act. The Derivatives Sec- 
tion develops policy and provides regulatory supervision for 
trading in commodity futures contracts, commodity futures 
options, options, over-the-counter derivatives, precious metal 
certificates and certain other derivative instruments traded by 
residents of Ontario. The Derivatives Section also acts as a re- 


source to other branches of the Commission. 


The Derivatives Section assists the Corporate Finance Branch in 
the review and regulation of new derivative securities issued by 
prospectus, such as commodity and index warrants, and assists 
in the administration of OSC Policy 11.4, which addresses com- 


modity pool programs. 


The Derivatives Section also reviews all new by-laws and 
amendments to existing by-laws which are submitted to the 
Commission for non-disapproval by the TFE and Trans 
Canada Options Inc. The Section also reviews certain by-law 
initiatives of the TSE and IDA. 


For the period ended March 31, 1992, 19 firms held registration 
as Futures Commission Merchants and 12 firms held registration 


as Advisers. 


Significant activities and initiatives during the fiscal year includ- 
ed: work on draft National Policy No. 46 respecting index and 
commodity warrants; developing draft amendments to National 
Policy No. 39 regarding expanded uses by mutual funds of 
derivative instruments; developing amendments to the 
Commodity Futures Act, the Regulations and the forms; 
developing a regulatory regime for over-the-counter deriva- 
tives; and concluding a Financial Information Sharing 
Memorandum of Understanding with the United States 
Commodity Futures Trading Commission, the Commission 
des valeurs mobiliéres du Québec (“CVMQ”), the National 
Futures Association (U.S.), the Montreal Exchange and the 
TSE. 


INTERNATIONAL 
MARKETS BRANCH 
The International Markets Branch is responsible for developing 
policy on international securities matters. Related functions of 
the branch include developing certain domestic policies, re- 
sponding on behalf of Ontario participants to the policy initia- 
tives of other jurisdictions and participating in projects of 
IOSCO and other international organizations. The branch also 
participates in the review of prospectuses, rights offering circu- 


lars and applications made by foreign issuers. 


In July 1991, the CSA implemented the Multijurisdictional 
Disclosure System (“MJDS”) between the provinces and 
territories of Canada and the United States. Under the MJDS, 
securities regulators in the home jurisdiction set the disclo- 
sure standards for, and carry out regulatory review of, cross- 
border securities transactions involving, and continuous 
reporting filings of, certain Canadian and U.S. issuers. The 
branch worked with the SEC, the CSA-and the North 
American Securities Administrators Association to finalize 
the MJDS. 


The branch worked with the Corporate Finance Branch and the 
Office of the Chief Accountant to implement amendments to 
OSC Policies 5.1 and 5.6 to provide for offerings of non- 
convertible investment grade debt securities and preferred 


shares at non-fixed prices, additional filing requirements for 


prospectuses of certain non-Canadian issuers, clarification of 


financial information disclosure requirements for certain 
information circulars and prospectus offerings and market 
stabilization rules for distribution participants. The branch 
also negotiated with the SEC for certain exemptions from 


U.S. market regulation requirements. 


The branch was involved in several other domestic initiatives, 
including the development of proposals for revised fee schedules 
under the Securities Act and the Commodity Futures Act and the 


review of current disclosure requirements for executive compen- 


sation. 
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In conjunction with the Corporate Finance Branch and the 
CSA, rules for shelf prospectus offerings and for the pricing of 
prospectus offerings after the issuance of a receipt were imple- 
mented in May 1991. The branch continues to review filings 
made pursuant to such rules in conjunction with the Corpor- 


ate Finance Branch. 


The branch continues to work on a national policy to provide 
relief from certain continuous disclosure obligations for 
foreign issuers who are subject to different requirements in 


their home jurisdiction. 


The director of the branch is the OSC’s representative on the 
international disclosure standards working group of IOSCO. In 
1991, the working group published a report which reviews the 
disclosure practices and requirements of fourteen countries. 
The branch extensively participated in the completion of that 


publication. 


Members of the branch participate in the Group of Thirty 
Working Committee on clearance and settlement systems in the 
world’s securities markets and in a working group which advises 
the federal government on GATT and other international trade 
matters. Members of the branch also work with MFI in coordi- 


nating Ontario’s response on international trade issues. 


The branch continues to negotiate memoranda of understanding 
(“MOUs”) with foreign regulatory agencies. During 1991, the 
branch participated with the CVMQ in the negotiation of an 
agreement between the OSC and the Commission des Opéra- 
tions de Bourse of France (“COB”). That MOU provides for the 
exchange of information regarding the activity of participants 
in the securities market and the futures market and provides 
for an official framework for cooperation between the COB 


and the Commission. 


OFFICE OF. THE GHIEF .OF GOMPLIANCE 


The Office of the Chief of Compliance, which was established in 
1991, is responsible for monitoring compliance with the Regu- 
lation of the Securities Act and the Commodity Futures Act by 
participants in the securities and commodity futures industry. 
The Office of the Chief of Compliance coordinates and super- 
vises the financial surveillance and the compliance activities of 
organizations registered to distribute securities and to supply 
investment advice to clients. This includes overseeing the activi- 
ties of securities dealers, mutual fund dealers, portfolio man- 
agers, limited market dealers, international market dealers, 
investment counsellors, as well as the Canadian Investor 
Protection Fund, the TSE, the IDA and Canadian Deposi- 
tory for Securities Limited. The Office conducts field reviews 
of registrants, with particular emphasis on the segregation of 
client assets, the reporting of trades on appropriate markets, 
the adequacy of appropriate levels of capital required to 
market securities and the supervision of sales and client 
activities. The Office reviews and comments on new regula- 
tions and by-laws in the securities industry relating to capital 


and sales compliance. 


The goals of the Office of the Chief of Compliance include: 


* Field review of registrants’ files relating to liquid capital, 
books and records, pricing and selling of secondary securities 
issues, suitability of client transactions relative to client 
investment objectives and the reporting of trades on the 
appropriate market. 


* The establishment of acceptable experience requirements for 
an accounting firm to be approved as an auditor ofa registrant. 


* The review of minimum liquid capital levels for each category 
of registrant. 


- A review of minimum insurance coverage required for the 
protection of net client assets held by the registrant and general 
trading volumes. 


- The revision of Form 9 along with the development of a 
monthly reporting format for use by those registrants deal- 
ing directly with client assets along with updated instructions 
for the completion of the reports. 


- The review of Cash Account Rules, Margin Policies and a 
definition of acceptable current assets applicable to the capital 

- formula. 

The Office monitors the compliance of a total of 662 registrant 

companies which are not members of the TSE and the IDA, 

including 76 mutual fund dealers, 69 securities dealers, 260 

limited market dealers, 76 international dealers and 181 port- 


folio managers/investment counsellors. 


The Office will also be involved in the implementation of the 
recommendations of the Group of Thirty and the revised mem- 
ber capital formula, and the development and monitoring of 
a standard for accreditation of global transaction settlement 


and custodial agencies. 
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The Enforcement Branch is responsible for a wide range of 
activities, including the conduct of investigations, enforcement 
proceedings before the Commission and the Ontario Court of 


Justice, market surveillance, and the monitoring of reporting 


requirements. 


The branch comprises three sections. The Inquiries Section 
handles public inquiries relating to enforcement matters. The 
Market Surveillance — Insider Trading Section monitors the 
trading of securities and compiles insider trading data reported 
to the OSC. The Investigation Section is staffed by investigators, 
accountants and lawyers. This section conducts investigations 
and enforcement proceedings, including administrative hear- 
ings before the Commission and prosecutions before the 


Courts. 


INVESTIGATION SECTION 
During the fiscal year ended March 31, 1992, 85 new investiga- 


tions were commenced and a substantial number of hearings 
and prosecutions were concluded. A description of some of 


the more significant of these follows: 


UNLAWFUL TRADING IN SECURITIES 
AND FAILURE TO REGISTER 


On October 31, 1991, after a hearing of 25 days, the Commission 
removed the trading privileges of Bruce Orsini for 25 years and 
removed the trading privileges of Mr. Orsini’s lawyer, Andrew 
Tulk, for two years. The Commission found that Mr. Orsini had 
sold shares of Permanent Acceptance Corporation Limited 
(“PAC”) to residents of Ontario at a time when PAC had no 
income, no assets and no business. The Commission concluded 
that Mr. Tulk structured transactions which violated several 
provisions of the Securities Act and were abusive of the capital 
markets. The Commission’s decision includes a discussion of 
the responsibilities of securities lawyers. The Commission 
commented that lawyers owe duties to the public and not 
just to their clients. The sum of $655,400 has been paid to 
the Commission for the benefit of investors who purchased 
PAC shares from Mr. Orsini. 


On January 16, 1991, Cinjig Inventions Corporation and Edward 
Funger were each convicted on two counts of distributing secu- 
rities without being registered and without filing a prospectus. 
Mr. Funger, a director, was also convicted on two counts of 
permitting the offences. Cinjig was fined $25,000 on each of the 
two counts for a total of $50,000 and Mr. Funger was sentenced 
to six months in prison on each of the four counts to be served 
concurrently plus two years probation on each count. He is 


currently on bail pending appeal. 
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On January 20, 1992, Silver Unicorn Inc. was convicted of trad- 
ing in securities without registration. The charges arose out of 
the sale of interests in Straight Egyptian Arabian horses to 
Ontario residents. Nadir Zulquernain, an officer and director 
of Silver Unicorn Inc., was convicted of permitting the offence. 
Silver Unicorn and Mr. Zulquernain were each fined $50,000. 
These fines are the largest ever imposed for a single violation 


of the registration requirements of the Securities Act. 


On May 15, 1991, Robert Benyi was convicted of advising 
without registration and was fined $500. On September 30, 
1991, Jack Maguire was likewise convicted and fined $300. 


On October 1, 1991, the Commission removed the trading 
privileges of Patrick Ng, Lewinco (Canada) Securities Inc. and 
Lewinco (Canada) Investments Inc., ordering that they cease 
distributing securities of the kind referred to by Lewinco as 
“spot currency contracts” until they had complied with or 
been exempted from the registration and prospectus require- 
ments of the Securities Act. Such “spot currency contracts” 
provided investors with a facility for leveraged speculation in 
foreign currencies. Investors in these securities never actually 
paid the full contract price or made or took delivery of any 
foreign securities and all obligations were eventually settled by 
way of contra-purchases or sales. The settlement agreement 
which the Commission order ratified referred to staff’s concern 
that the public was not made sufficiently aware of the risks 
associated with trading “spot currency contracts” including the 
fact that such securities were not traded on an established and 


regulated commodity futures exchange. 


INSIDER TRADING 

The Enforcement Branch also investigates and initiates proceed- 
ings in relation to possible violations of the law regarding insider 
trading and tipping. The Securities Act prohibits the purchase or 
sale of securities by persons in a special relationship with the 
issuer (including “tippees” who have received such information) 
who have knowledge of a material fact or material change in 


relation to the issuer that has not been generally disclosed. 


On August 26, 1991, Larry Woods, a director of Plastic Engine 
Technology Corporation (“PETCO”), was convicted of insider 
trading in the Ontario Court (Provincial Division). Mr. Woods 
was found to have recommended short selling PETCO shares to 
a business associate, James Richardson, at a time when Mr. 
Woods knew that PETCO was in dire financial circumstances 
and the full extent of PETCO’s financial troubles was not 
known publicly. PETCO was found guilty of filing a press 


release with the OSC which contained: a misrepresentation, 
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On October 1, 1991, PETCO was fined $100,000 but payment 
was suspended in light of the company’s bankruptcy in April 
of 1989. Mr. Woods was fined $15,000 and a charge of tip- 
ping with respect to the affairs of PETCO was dismissed. The 
judge indicated that he would have been more inclined to im- 
pose a jail sentence if Mr. Woods had received any of the 
trading profits. The Commission has appealed the sentence 
and Mr. Woods has appealed the conviction. Further, a 
settlement agreement with Gerald McKendry, a director of 
PETCO, was approved by the Commission and most of 
Mr. McKendry’s trading privileges were removed for a 


period of five years beginning July 1, 1991. 


On November 22, 1991, the Commission removed most of the 
trading privileges of Paul Kates, a director of Standard Trustco 
Limited (“Trustco”) and Standard Trust Company, for a period 
of nine months. In a Notice of Hearing dated April 16, 1991, 
staff alleged that Mr. Kates sold shares of Trustco at a time 
when he knew the Office of the Superintendent of Financial 
Institutions had serious concerns about the financial con- 
dition of Trustco, a matter which was not publicly known. 
The Commission’s order, which ratified a settlement agree- 
ment entered into between Mr. Kates and Commission staff, 
prohibits him from acting as an officer or director of a public 
company until November 1993. Mr. Kates also paid $12,000 


to the Treasurer of Ontario. 


CONDUCT BY REGISTRANTS 
On November 19, 1991, the Commission issued its decision and 


reasons in the matter of Osler Inc. (“Osler”), with respect to the 
conduct of seven of the original 27 individuals named in the 
Notice of Hearing. The other parties had otherwise been dealt 
with by the Commission. With regard to the three principals of 
Osler, Venard Joseph Gaudet, Chairman and Chief Executive 
Officer, Paul Cohen, President and Operating Officer, and 
Tony Chesnutt, Executive Vice-President, the Commission 
made an order cancelling their registration and removing 
their trading privileges for life. Tom Bourne’s registration was 
suspended and his trading privileges were removed for a 
period of 20 years. Kevin Cooke’s registration was suspended 
and his trading privileges were removed for a period of five 
years. The Commission ordered the removal of Alan 
Gaudet’s trading privileges for a period of five years. The 
hearing ran for over 40 days, during a period of some nine 
months in 1991. Other proceedings under the Securities Act 
are continuing in the courts, as against some of the Osler 


respondents. 
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A hearing into allegations against Trend Capital Services Inc. 
(“Trend”), a securities dealer, and several of its salespersons 
commenced during 1991, and was concluded in the spring 
of 1992. The. Commission found that the respondents had 
sold shares of Thunder Bumpers Corporation (“Thunder”) 
to clients at excessive and unconscionable markups which 
were not disclosed. The Commission also found that high 
pressure sales tactics were used, and the respondents failed 
to disclose the fact that Trend was selling as principal and 
the misrepresentations were made to purchasers concerning 
the business and financial condition of Thunder. The shares 
of Thunder traded on COATS during 1989. The Com- 
mission cancelled the registration of Trend and suspended 
the registrations of the individual salespersons for varying 
terms. The salespersons also will be subject to a number of 


conditions relating to supervision and further education. 


ENFORCEMENT REVIEWS OF 
SELF-REGULATORY ORGANIZATIONS 


The Ontario Securities Commission delegates certain enforce- 
ment powers to the TSE and the IDA, authorizing them to 
conduct investigations and proceedings with respect to com- 
plaints concerning their members. In 1991, staff conducted an 
on-site review of the enforcement branch of the IDA and made 
certain recommendations for the improvement of their investi- 
gation and decision-making procedures. A follow-up review has 


been completed. 


INSIDER REPORTING AND TIMELY DISCLOSURE 
On April 26, 1991, Gregory McGroarty was convicted of three 


counts of issuing misleading press releases and one count of 
failing to issue a press release and was sentenced to pay fines of 
$2,000 per count for a total of $8,000. These offences occurred 


in 1986, when the maximum fine for such offences was $2,000. 


TAKE-OVER BIDS AND ISSUER BIDS 
On July 10, 1991, the Commission made an order approving a 


settlement agreement in connection with GR Capital Corpora- 


tion, a private Alberta company, and its president, Glen Harper. 


’ The Notice of Hearing alleged that the company and its presi- 


dent had violated the take-over bid provisions of the Securities 
Act in connection with certain purchases of common shares of 
Waddy Lake Resources Inc., a reporting issuer listed on the 
TSE. The Commission ordered the suspension of the trading 
privileges of GR Capital Corporation and Glen Harper for a 
period of 180 and 90 days, respectively. The order further pro- 
vides that GR Capital Corp. and Harper reduce their combined 
holdings in the common shares of Waddy to an aggregate of 


10 per cent within 30 days. 


SIGNIFICANT COURT DECISIONS 
On June 13, 1991, the Ontario Court of Justice (Divisional 


Court) released its decision in Gordon Capital Corporation v. 
OSC. The appeal was from an order of the Commission 
pursuant to section 26 of the Securities Act which prohibited 
Gordon Capital from engaging in principal trading for a 
period of ten days. The Court dismissed the appeal, finding that 
the Commission had not committed an error in law in reject- 
ing the defence of due diligence in a section 26 proceeding. 
The Court further noted that the scope of the OSC’s discre- 
tion in defining the public interest standard under subsection 
26(1) is limited only by the general purpose of the Securities 
Act, being the regulation of the securities industry in Ontario, 
and the broad powers conferred on the Commission there- 
under to preserve the integrity of Ontario’s capital markets 


and protect the investing public. 


On June 27, 1991, the Supreme Court of Canada denied 
Michael Biscotti leave to appeal from the Court of Appeal’s 
decision in Biscotti et al. v. OSC et al. delivered January 15, 
1991. The calling of evidence for the Commission in this 
matter concluded on February 27, 1992. The Commission de- 


cision has not yet been released. 


On August 27, 1991, the Ontario Court (Provincial Division) 
ruled in R v. Saliga, Fox and Fox that subsection 75(1) of the 
Securities Act violates section 7 of the Charter of Rights and 
Freedoms. The OSC now has the onus of adducing evidence to 
demonstrate that the impugned subsection constitutes a reason- 
able limit demonstrably justifiable in a free and democratic 
society pursuant to section 1 of the Charter. This matter is 


scheduled to continue on June 6, 1992. 


PROPOSED AMENDMENTS TO 
THE ENFORCEMENT PROVISIONS IN THE ACT 


In February 1990 the Commission published for comment 
proposals to expand the Commission’s enforcement powers. 
Following a 14-month period of extensive consultation with 
public and securities advisory bodies including the Institute of 
Chartered Accountants in Ontario, The Law Society of Upper 
Canada, the Securities Advisory Committee and the Financial 
Disclosure Advisory Board, the OSC released draft legislation 
for comment. After a further extended period of comment and 
consultation, revised proposals were approved by the Com- 


mission and submitted to the Ministry in September 1991. 


PENNY STOCK BROCHURE 
In July, the Commission published a brochure entitled 


Information for Investors: Penny Stocks concerning the risks 
associated with investing in penny stocks and sales techniques 


involved in the promotion of many of these stocks. 


MARKET SURVEILLANCE— 
INSIDER TRADING SECTION 
For the year ended March 31, 1992, the section reviewed the 
trading of 34 reporting issuers whose stocks showed unusual 
trading patterns. Twelve of these required further investigation. 
There were eight investigations in 1991 resulting from 32 unusual 
trading patterns. Approximately 23,300 reports were filed by 
insiders during fiscal 1992 as compared with 23,400 in fiscal 1991. 
Six insiders had their trading privileges suspended pending com- 


pliance with the reporting requirements. 


INQUIRIES SECTION 


The Inquiries Section receives all enforcement-related com- 
plaints and inquiries. During the period April 1, 1991, to 
January 31, 1992, the section received a total of 882 com- 
plaints, compared to a total of 976 complaints lodged in 
the 1990 calendar year. Of these, 36 complaints were referred 
to the TSE and 29 were referred to the IDA. A total of 107 
complaints were referred to the TSE and the IDA during the 


previous fiscal year. 
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During the fiscal year ended March 31, 1992, the Office of the 
Chief Accountant continued to observe a number of challenges 
affecting the financial reporting environment. The accounting, 
financial reporting and auditing issues dealt with by staff have 
resulted from the introduction of new financial products, unique 
financing techniques and structures, globalization of capital 
markets, effects of difficult economic circumstances, restructur- 
ing of businesses, the impact of uncertainties and timely report- 


ing. 


The OCA is staffed by four full-time professional accountants and 
two administrative assistants. This group has been committed-to 
a number of important programs, projects and activities as dis- 


cussed in the following paragraphs. 


* The Financial Information Review Program designed to moni- 
tor and improve the quality of financial reporting continued 
to identify certain inadequacies and trends in financial report- 
ing. The continuous disclosure filings of approximately 100 
reporting issuers were reviewed during the year. Two reports 
published in the OSC Bulletin in December 1991 and January 
1992 communicated the results of these reviews. The focus of 
the reports was the need to improve the quality of financial 
reporting. 


Numerous consultations with reporting issuers and other 
branches were conducted during the year on innovative and 
unusual financial reporting matters, interpretation of account- 
ing standards and requirements of the securities legislation. 


Policy development activities during the year included a com- 
prehensive review of the National Policies dealing primarily 
with accounting, financial reporting and auditing matters in 
conjunction with the Chief Accountant's Committee of the 
CSA. In addition, the staff issued Staff Accounting Com- 
munique No. 4, Interest Accrual on Delinquent Loans to com- 
municate staff's view on the accounting by financial institu- 


tions for delinquent loans. 


* In conjunction with other regulators in the securities industry, 
progress has been made on the development of new capital 
adequacy standards for SRO member firms. In addition, a final 
report containing recommendations for revised capital ad- 
equacy, financial reporting and audit requirements for non- 
SRO registrants was submitted to the CSA by the National 
Regulatory Working Group. The Chief Accountant also rep- 
resented the OSC on Working Party No. 3 of IOSCO on the 
supervision of registrants. 


An active dialogue with the business community, professional 
advisors and industry groups was achieved through participa- 
tion in a number of conferences and other forums on financial 
reporting requirements under securities legislation and on 
trends, issues and concerns over financial reporting. 


Staff continued to provide input to the CICA, the body re- 
sponsible for the accounting and auditing standards-setting 
functions. Throughout the year, regular discussions on devel- 
oping trends and issues have been held with the staff of the 
CICA and comments have been provided on various studies, 
position papers and exposure drafts issued by the CICA 
regarding reporting by public companies. During the year, 
staffalso referred eight items to the Emerging Issues Committee 
(the “EIC”) of the CICA for guidance on issues that were 
receiving divergent or unsatisfactory treatment in practice 
resulting from the absence of standards or interpretation 
questions. The Chief Accountant represented the CSA as an 
observer at the majority of the meetings of the EIC. The OSC 
also continues to have representation on a Subcommittee of 
the IOSCO Working Party No. 1 dealing with accounting 
and auditing standards. 


In the coming year, in addition to the continuation of the Finan- 
cial Information Review Program and the various consultation 
and communication activities, the Office of the Chief Account- 
ant will continue to be highly involved in the capital adequacy 
project as it enters the implementation phase and the revision of 


National Policies concerning accounting and auditing matters. 


OFFICE OF THE GENERAL COUNSEL 


Among its various responsibilities the Office of the General 
Counsel: 


acts as the senior legal resource within the OSC in areas directly 


related to the OSC’s mandate; 


administers the take-over bid, issuer bid, going private trans- 
action, related party transaction and other merger and acqui- 
sition provisions of the Securities Act, Business Corporations 
Act, related Regulations and Policy Statements of the OSC 


(the “merger and acquisition provisions”); and 

+ participates in the initiation, review and preparation of 
legislative, regulatory and policy initiatives. 

The staff of the Office consists of eight staff lawyers, two second- 


ment lawyers, an articling student and support staff. 


As the central legal resource within the OSC, the Office of the 
General Counsel provides legal advice to the Executive Director 
and staff, as well as to the Chairman in his capacity as Chief 
Executive Officer. The Office also provides advisory services to 
other branches of the Commission in respect of transactional 


and policy matters. 


The Office’s responsibilities in respect of mergers and acquisitions 


include: 


reviewing and reporting to the Commission on applications 
made under s.104 of the Securities Actand s.189 of the Business 
Corporations Act, 


reviewing and reporting to the Executive Director on applica- 
tions made to the Director under s.163 of the Regulation to the 
Securities Act, OSC Policy Statement No. 9.1 and National 
Policy No. 38; 


monitoring compliance with the merger and acquisition 
provisions, including the provisions of OSC Policy Statement 
No. 9.1, through the review of disclosure documentation filed 
with the Office as well as other publicly available material; 


initiating and conducting investigations and proceedings 
relating to alleged breaches of the merger and acquisition 
provisions; and 


developing and implementing legislative, regulatory and 
policy initiatives to respond to developments in the merger 
and acquisition area. 


During the fiscal year ended March 31, 1992, the Commission 
adopted in final form OSC Policy Statement No. 9.1 respecting 
disclosure, valuation and approval procedures for insider bids, 
issuer bids, going private transactions and related party transac- 
tions. The branch dealt with applications for exemption from, 
and requests for the OSC to take action pursuant to, the merger 
and acquisition provisions in respect of over 175 transactions. 
Several of these reviews resulted in the Commission holding 
public hearings. Summaries of decisions of the Director relating 
to the merger and acquisition provisions are now published by 


the branch on a regular basis in the OSC Bulletin. 


The Office of the General Counsel monitors developments re- 
lating to, and issues arising from, merger acquisitions and reor- 
ganization transactions on an on-going basis. Over the past year, 
issues relating to the creation, activation and use of shareholder 
rights plans or “poison pills” have been the focus of some atten- 
tion. A public hearing relating to these issues, the first such hearing 
in Canada, was held in connection with the use of a shareholder 
rights plan adopted by an issuer in the face of a hostile take-over 
bid. That hearing resulted in an order that terminated the op- 
eration of the plan in the particular circumstances before the 
Commission. The use of any plan will remain subject to all 
applicable requirements of the Securities Act, including the 


merger and acquisition provisions. 


Significant projects of the Office of the General Counsel in the 
coming fiscal year will include: 


* consideration of various aspects of business dealings 
between related parties; 


* the updating of OSC Policy Statements relating to mergers 
and acquisitions to reflect the current practice of the OSC; 


* the review of certain timely disclosure practices as part of a 
recently initiated program undertaken with the Office of the 
Chief Accountant; and 


* further refinement of the early warning regime. 


ADMINISTRATIVE AND SYSTEMS SERVICES BRANCH 


The Administrative and Systems Services Branch is responsible 
for providing support services to the OSC. Services which are 
provided by the branch include information technology, human 
resources, purchasing, office accommodation, finance, records 


and office services. 


During the year, the Information Systems Services Section re- 
ceived Management Board and Treasury Board approval of the 
Information Technology Strategic Plan to proceed with the de- 
velopment of key business and decision support systems. The 
section increased the number of microcomputers used in the 
Commission to equip most staff and secondment personnel. 
The section has also secured for the Commission access to 
law enforcement information databases operated by other 
Ministries within the Government of Ontario, for ongoing 


investigation and enforcement activities. 


The Branch participated in various committees including the 
Canadian Securities Administrators Committee, which is con- 


sidering an integrated cross-Canada filing system. 


The Finance and Administration Section of the branch com-— 
pleted a detailed operational review of the Human Resources, 
Records and Office Services sections, resulting in internal 
reorganizations, and the development and implementation of 
improved administrative procedures. During the fiscal year, the 
branch completed a year-long accommodation project at the 
Commission wherein the Commission expanded its facilities to 
include an additional floor and reorganized the internal 
structure to better meet the operational needs of the orga- 
nization. The OSC took this opportunity to address health and 
safety concerns in the workplace and to ensure that Com- 


mission premises are accessible to disabled people. 


The Finance and Administration Section processed approxi- 
mately 718,100 pieces of mail in the fiscal year ended March 31,- 
1992, and issued revenue receipts in excess of $19 million. 
Total expenditures of the OSC were approximately $19.2 mil- 
lion while total revenues matched the expenditures for the 
fiscal year ended March 31, 1992. 


EXPENDITURES (NOTE 1) 
FISCAL YEAR ENDED MARGH 31 








(Mele Wa oa 19906 
SALARIES & WAGES 11,582,500 9,785,500 eee 
EMPLOYEE BENEFITS 1,922,700 516,916) 1,034,500 
TRANSPORTATION & 
COMMUNICATIONS 566,100 567,600 471,000 





SERVICES 2,268), 7/00 


4,127,700 3,863,000 





SUPPLIES & 

EQUIPMENT 872,700 850,000 S179), > 5)E 
nnn EEEEEUEEEEE EE EEEREENSEEEEEEEEEEEEEEREEED 
TOTAL (NOTE 2) 19,071,700 16,583,000 13,534,200 
i 


NIGITES At 


Total Expenditures do not reflect lease cost or other support services provided by the 
Government of Ontario. Costs are estimated to be between $3 and $3.5 million. 


NIGTE (2: 


Expenditure increases primarily resulted from filling staff vacancies, increased activities 
in the area of investigations and additional rent and lease hold improvements 


regarding major accommodations project. 


REVENUES TO THE PROVINCE 


GENERATED BY OSC SERVICES 
(NOTE 3) 


FISCAL YEAR ENDED MARCH 31 





Menelre Utes 1990 





REGISTRATION — 
BROKERS & 
SALESPEOPLE 


10,076,000 8,469,655 7,973,420 





CORPORATE 
FINANCE — 
PROSPECTUS 
FILINGS 





8,533,000 5,682,220 5,964,217 





RULINGS & 








SETTLEMENTS 294,000 487,520 297,624 
DISCLOSURE — 

BIOINGS, PEGS ere. 1,969,000 ifv7eo,o30 2,657,982 
MISCELLANEOUS 2,700 41,400 1,283 


$s 
TOTAL 20,874,700 16,461,425 16,894,526 


a 
NOTE 3: 


All revenues are remitted to the Consolidated Revenue Fund of the Province of Ontario 
and are not retained by, or credited back to, the OSC. . 
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The Office of the Secretary provides support to the Commission 
in respect of regular policy meetings and administrative hear- 
ings, receives and coordinates the processing of all applications 
for orders and rulings and other relief, provides library services, 
coordinates the publication of the weekly OSC Bulletin, meet- 


ings of the CSA, and corporate communications. 


A De’ I S O R 


THE COMMODITY FUTURES 
ADVISORY BOARD (CFAB) 
The CFAB serves in an advisory capacity to the Commission 
and is composed of leading industry specialists in the area of 
commodity futures contracts, commodity futures options and 
other derivative instruments. Members are appointed by 


Order-in-Council. 





Kenneth B. Foxcroft 
CFAB Chairman 


Senior Vice-President — Treasury 
Treasury & Investment Banking 
Division 

The Toronto-Dominion Bank 


Andrew G. Clademenos Derivative Products Specialist 


Gordon Capital Corporation 


David C. Holmes Director & Senior Vice-President 


ScotiaMcLeod Inc. 


John E. Hore Vice-President and Director of 
Futures 


The Canadian Securities Institute 





David G. Patterson President 


Newcastle Capital Management Inc. 
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The Office of the Secretary received 800 applications during the 
fiscal year ended March 31, 1992, which represents an increase 
of 9 per cent compared with the number of applications 


handled during the previous fiscal year. 


During the fiscal year, the Commission conducted hearings in 
39 matters which occupied a total of 136 days. Last year, the 
Commission conducted hearings in 41 matters which occupied 
a total of 137 days. 


B oO A R D =) 


THE FINANCIAL DISGLOSURE 
ADVISORY BOARD (FDAB) 
The FDAB consults and advises the Commission and staff on 
financial disclosure matters. Members are appointed by Order- 
in-Council and comprise four public accountants and one rep- 


resentative from the securities industry. 





Patricia O’Malley, F.C.A. 
FDAB Chairperson 


Partner 


Peat Marwick Thorne, Toronto 





James C. Doak, F.C.A. Vice-President and Director 


First Marathon Securities Ltd. 








Naju B. Shroff, F.C.A. Partner 
Arthur Andersen & Co. 
Toronto 

J. Alex Milburn, Partner 


Ph.D, BGA Ernst & Young, Toronto 


Ross Skinner, F.C.A. Former Partner 


Ernst & Young, Toronto 


SECURITIES ADVISORY COMMITTEE (SAC) 


The SAC is an advisory committee composed of practising se- 
curities lawyers to advise the Commission and staff. At the re- 
quest of the Commission or Commission staff, the Committee 
will provide assistance in developing and drafting amendments 
to the Securities Act and Regulations, and statements of Commis- 
sion policy and other matters. The Committee also advises the 
Commission: on matters the Committee considers should be 
addressed by the Commission and reports annually on its 


activities for the preceding year. 


The Committee consists of the following twelve members 


appointed by the Commission: 


William J. Braithwaite Stikeman, Elliott 


Committee Chairman 


























Allan Bell Blake, Cassels & Graydon 
John Grant, Jr., Q. C. Gowling, Strathy & Henderson 
Martin E. Kovnats Goodman & Carr 
Stephen H. Halperin Goodman & Goodman 
John W. Sabine Fasken Campbell Godfrey 
Francis R. Allen Osler Hoskin & Harcourt 
Blair G. Cowper-Smith McCarthy Tétrault 
Jeremy S, T. Farr | Scott & Aylen 

Paul G. Findlay Borden & Elliot 

Lawrence P. Haber Fogler Rubinoff 

Shawn D. McReynolds Davies, Ward & Beck 





Members of the SAC serve terms of three years. Terms are 
staggered so that one-third of the members will retire in 


any one year. 
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